. The effect of CEO turnover on audit report lag and management discretionary report lag: evidence from Korea. Investment Management and Financial Innovations, 13 (1) The effect of CEO turnover on audit report lag and management discretionary report lag: evidence from Korea Abstract This study empirically investigates the effect of a CEO turnover on audit report lag (ARL), discretionary report lag (DRL) and total report lag (TRL). The object of this study is to provide empirical evidence for the responses of both the CEO and the external auditor on audit risk increases and information asymmetry that occur as a result of a CEO turnover. According to the previous study on CEO turnovers, the CEO turnover would increase audit risk and information asymmetry (Sohn et al., 2014) . In this situation, the CEO has an incentive to provide timely information to decrease the monitoring costs and cost of debt . It is expected that an external auditor spends a large amount of time on audit procedures to lower the audit risk when the CEO changes. Therefore, the CEO turnover would have a conflicting effect on the ARL and DRL.
Introduction

©
Previous studies on audit report lag (ARL) have reported that this lag increases when the audit risk is high and information asymmetry is serious (Whittred, 1980; Ettredge et al., 2006 ; Lee and Jahng, 2008; . These previous studies insist that the ARL increases because the auditor spends more time in the audit process to decrease the audit risk and information asymmetry to an acceptable level when the audit risk is high and information asymmetry is serious. CEO turnover is expected to affect information asymmetry. According to a previous study on CEO turnover, audit risk and information asymmetry increase around the time of a CEO turnover (Sohn et al., 2014) . Therefore, there would be a significant relation between CEO turnover and ARL. Because monitoring costs and the cost of debt increase when information asymmetry is serious, the CEO has an incentive to improve the timeliness of accounting information to reduce information asymmetry . However, the external auditor would then spend more time with audit procedures, and this extra time spent with auditing would increase the ARL because the external auditor estimates the audit risk as being high. Thus, the object of this study is to empirically prove these conflicting inferences.
The aim of this study is to present the empirical evidence for the reaction of the CEO and external auditor in the event of a CEO turnover, which affects both the audit risk and information asymmetry. In other words, the aim of this study is to prove whether the timeliness of the information is improved for reducing information asymmetry or whether many audit hours are spent reducing the audit risk. This paper is organized as follows. Previous studies on CEO turnover and the ARL are discussed, and the hypotheses are developed in the next section. The research model is provided in the third second section. The empirical results are presented in the third section. Final section gives the conclusion.
1. Literature review and hypothesis development 1.1. CEO turnover. Moore (1973) reports that companies that change management tend to reduce income discretionarily. Strong and Meyer (1987) state that an asset writedown often occurs in the event of a change in senior management. Beatty and Zajac (1987) find that CEO changes are significantly associated with a reduction in the value of the firm. They also find that this negative response in stock price is stronger when the CEO successors are insiders. Friedman and Singh (1989) find evidence similar to that of Beatty and Zajac (1987) , which is that positive abnormal stock returns are observed when the presuccession performance is poor. In contrast, a negative abnormal stock return is observed in the event of a satisfactory presuccession performance. Warner et al. (1988) find that CEO turnover is not significantly associated with an abnormal return. However, Weisbach (1988) and Denis and Denis (1995) report that positive abnormal stock returns are observed on the dates of CEO change disclosures. Francis et al. (1996) find that the frequency and magnitude of write-offs is significantly associated with a recent change in management. Denis et al. (1997) state that the likelihood of a CEO turnover is high when the CEO ownership percentage is low. They also find that the likelihood of CEO turnover is high when there is an outside blockholder. Suchard et al. (2001) find a significant relationship between CEO turnover and the lagging performance of company. Lausten (2002) states that the possibility of a CEO turnover is high when the firm performance is poor and that the relationship between CEO turnover and firm performance is strengthened by the status of the chairman of the board and family ties within the management and ownership of the company. Brunello et al. (2003) find that the possibility of CEO turnover is high when firm performance is poor. However, there is no significant association between CEO turnover and firm performance when the controlling shareholder is the CEO. Desai et al. (2006) find that CEO turnover occurs frequently in companies that attempt to present earnings restatements through accounting changes. Adams and Mansi (2009) find that CEO turnover is negatively related to bondholder value and positively related to stockholder value. They also find that the stock market reaction of a forced CEO turnover with an outsider successor is more positive than that of a voluntary CEO turnover with an insider successor.
Audit report lag (ARL) and management discretionary report lag (DRL).
Previous studies on ARL include the characteristics of a company and the external auditor, which affect the ARL (Whittred, 1908 Ashton et al. (1987) find that the ARL is long for unlisted companies, nonfinancial companies, companies that receive qualified audit opinions, companies with a fiscal year-end in a month other than December, and companies with poor internal control systems. Bamber et al. (1993) find that the ARL is long when significant audit work is required. However, incentives to provide timely reports decrease the length of the ARL. Knechel and Payne (2001) find that incremental audit efforts, the presence of tax issues, and using less experienced auditors increase the ARL. Lee and Jahng (2008) find that non-audit fees paid to incumbent auditors, using a Big 4 auditor, unqualified audit opinions, abnormal audit hours, and tax services provided by incumbent auditors decrease the ARL. find that the DRL and total report lag (TRL) are short in multinational firms. These previous studies find that audit risk is a determinant of both the ARL and DRL. Bae and Woo (2014) find that the ARL is positively associated and that DRL is negatively associated with analysts' forecast error.
Hypothesis development.
A CEO turnover event is considered the expectation of future performance improvement or a signal of poor present performance. Lausten (2002) and Brunello et al. (2003) find that CEO turnover often occurs when the performance of a company is poor.
A new CEO tends to report earnings conservatively because he or she wants to lower the expected level of future performance (Moore, 1973; Strong and Meyer, 1987) . The new CEO is likely to reluctantly disclose information that addresses earnings management, which can aggravate information asymmetry. Sohn et al. (2014) find that the possibility of an unfaithful disclosure designation for a firm and the accuracy of an analyst forecast decrease when the CEO changes. Therefore, the CEO turnover would increase earnings management and aggravate information asymmetry. Because monitoring costs and the cost of debt increase when information asymmetry is serious, the CEO has an incentive to disclose timely information for decreasing information asymmetry . However, a significant amount of effort is spent in the auditing process because an external auditor would estimate the audit risk as being high in the event of a CEO turnover. The increase in audit effort increases the ARL 1 . The first hypothesis is developed as follows.
Hypothesis 1: Ceteris paribus, CEO turnover is significantly positively associated with an audit report lag (ARL).
As we already explained, a new CEO would disclose timely information to decrease monitoring costs and cost of debt when the CEO is changed because a new CEO would want to decrease information asymmetry. Therefore, the DRL 2 would be short when the CEO changes. The second hypothesis is developed as follows. ARL, DRL, and TRL are dependent variables in model (1) and represent the audit report lag, management discretionary report lag, and total report lag, respectively. The main independent variable in model (1) is CEO, which represents whether the CEO has changed. The other independent variables are control variables. An external auditor spends a large amount of time on an audit procedure when the size of auditee is large. However, a large auditee has an incentive to provide timely information because it has a well-organized internal control system or because there are many interested parties (Carslaw and Kaplan, 1991) . Therefore, SIZE is included to control the effect of company's size on ARL, DRL and TRL. When the debt ratio is high, the audit risk is also high, and an external auditor would spend a great deal of time on an audit procedure. Thus, LEV is included in model (1) . ROA is also used as a control variable (Jaggi and Tsui, 1999 
Empirical results
Descriptive statistics.
Descriptive statistics of variables used in this study are presented in Table 1 . The mean and median of ARL is approximately 46, which means that the number of days from the fiscal year-end to the date on which the audit process is finished is 46 days. The mean of CEO is 0.295, which means that 30% of our sample companies changed CEOs. The mean and median of LEV are each approximately 46%. This result shows that the total equity is larger on average than the total liabilities in our sample. The mean of LOSS is 0.187, which means that 19% of our sample report net loss in a sample period. The mean of CR is 1.770. This result shows that the total current assets are greater than total current liabilities. The mean of GP is 0.278, which means that 28% of our samples are included in a conglomerate. There is a large difference between the mean and the median of FOR. This result states that foreign investors invest in some companies intensively. The mean of BIG is 0.701, which means that 70% of our samples are audited by Big 4 audit firm. Table 2 presents the results of the regression analysis in Hypotheses 1 and 2. CEO is significantly positively associated with ARL. This result means that the external auditor conducts audits conservatively in companies where the CEO changed because CEO turnover is related to the impairment of the accounting information's reliability and transparency. This attitude of an external auditor increases the ARL. Therefore, Hypothesis 1 is supported. CEO is significantly negatively associated with DRL. This result states that the CEO wants to reduce monitoring costs and the cost of debt by providing timely information. This result supports Hypothesis 2.
Regression results.
Additional analysis results.
We focus on the frequency rather than the existence of CEO turnovers in the additional analysis. The audit risk would be high in companies where the CEO changes more frequently because a CEO turnover can affect the audit risk and information asymmetry. The results of the additional analysis on the relation between the frequency of CEO turnover and the ARL, DRL or TRL are shown in Table 3 . The empirical results show that the ARL and TRL increase as the frequency of the CEO turnover increases. However, CEON is significantly negatively associated with DRL. This result means that an external auditor estimates that the audit risk is high when the CEO changes frequently and audit hours are spent more on audit procedures. However, a new CEO would want to decrease information asymmetry because a company must pay a large amount of monitoring cost and cost of debt in the event of an information asymmetry situation. Therefore, the new CEO will provide timely information for the interested parties of a company to decrease information asymmetry.
Conclusion
This study empirically investigates the effect of a CEO turnover on ARL, DRL and TRL. The object of this study is to provide empirical evidence for the responses of both the CEO and the external auditor on audit risk increases and information asymmetry that occur as a result of a CEO turnover. According to the previous study on CEO turnovers, the CEO turnover would increase audit risk and information asymmetry (Sohn et al., 2014) . In this situation, the CEO has an incentive to provide timely information to decrease the monitoring costs and cost of debt . It is expected that an external auditor spends a large amount of time on audit procedures to lower the audit risk when the CEO changes. Therefore, the CEO turnover would have a conflicting effect on the ARL and DRL.
The results of the analysis are as follows. First, the ARL increases and DRL decreases when the CEO changes, which suggests that an external auditor spends a great amount of time on audit procedures to lower the audit risk because the audit risk increases when the CEO changes. A new CEO provides information faster to reduce monitoring costs and cost of debt that occur due to information asymmetry. Second, the ARL increases and DRL decreases as the frequency of CEO turnover increases. An external auditor would estimate the audit risk as being high if the CEO changes more frequently. To lower the audit risk to an acceptable level, many audit hours are spent on audit procedures by an external auditor, which increases the ARL. A new CEO has an incentive to provide timely information when the CEO changes more frequently. Thus, the DRL decreases as the frequency of CEO turnover increases.
